






























































































































































































Exhibit JRW-Bl 
Analysts' Long-Term Projected EPS Growth Rate Analysis 

Page 4 of6 

While a few >n:tly;ts,. lih Meredith \\'llitney, Jiaye made their n=e; on beari'h cills, moot "' 
chronic-dly bullish. Pm of the problem is thrt desprte :tll the refonns they romain too :tli,gµed with the 
rompalles th.ey ro...-er. " .. .\nalysts. still need to get the bulk of their infOrm.a.tion from comp.mies, .which 
have an incentive to be ovet-opti.mistiC," says Stephen a ptofe;;sor at UCLA Sch0-0l who 
speci2lizes .in the securities industry. "·1\<:!ean,.vhile, an::Iysts 'don't \Vant to threaten that ongoing :access by 
being tOo negatiYe. '1 Bainbridge says that u--ith the era Of the overpaid. supei"st2r ,an."alyst long oYef°, 
job description c:.lli. fOrresisting the to be ail iconoclast "It's a matter of herd beha'\ior," he says. 

So \VMt's 2 more plausible e:stima.te of companies• e2fllin.g pD\ver? Looking at factors including the 
strength.ming dOll=r, ">vhich hurts eti.porn,, .aid higher cctpOrate costs,, D;nid Rosenberg, cltltl 
economist :at Toronto-based in.Yestment shop Gluskin Sheff+ .. i\.ssociates, says ''disappointment looms.!• 
Bernstein's Ad= Parker says every 1Q percent drop fu the vtlue of th• euro knocb U.S. colporate 
eariiing3 do...,n by 25 percent to 3 percent He sees the S&P 500 ea.ming SS6 a sha'e n:e..'tt year . 

• .\_s hlt home, "It's __ n=1:U!al that 2llaly.sts. v:.ill have. to revise dov;.rn their says. Tc.dd 
Sal:=mone, -seni-01" _.vice:;-prestdent at Scltaeffer's In\·estment ResearclL Th-e_ m2!ket may be making ia ovo'll 
downward adju;nuent, "' the S&P 500 has ilieady fallen !4 percent from its high fu April, If preced"1t 
holds, analysts are bound to· curb their aithusia:sm telling· us nert year what \ve· re.illy needed to 
know this Y""· 

Dte battom line.: De.spite· reform± to b11pfov_e -UWJ S'fl'eet re.s2arch, stock anal)'Zri to. 0-e 
promotmg· an Overl)· rosy''tk'N' cf profit 

The Earnings Roller CoasteT 
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Panel A 
Long-Term Forecasted Versus Actual EPS Growth Rates 

Electric Utility Companies 
1988-2008 

10.000%~=========================================-~-==-===-==--~-=--=--=--=--~'] 
=<=Nieaiiliciua1r.;r;9:1errii.Ei>if&ow1h Rai&-: 

B.OOO% i --Mean Forecasted Lon term EPS Grow!h .. i 

Data Source: !BES 

Panel B 
Long-Term Forecasted Versus Actual EPS Growth Rates 
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Panel A 
Value Line 3-5 year EPS Growth Rate Forecasts 

Average Number of Negative Percent of Negative 
Projected EPS EPSGrowth EPS Growth 
Growth rate Projections Projections 

14.70% 43 1.80% 

Value Line Investment Survey, June, 2012 

PanelB 
Historical Five-Year EPS Growth Rates for Value Line Companies 

Average Number with Negative Percent with 
Historical EPS Historical EPS Growth Negative Historical 
Growth rate EPS Growth 

2,219 Companies 3.90% 844 38.00% 
Value Line Investment Survey, June, 2012 
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AppendixC 
Building Blocks Equity Risk Premium 

A. THE BUILDING BLOCKS MODEL 

Ibbotson and Chen (2003) evaluate the ex post historical mean stock and 

bond returns in what is called the Building Blocks approach. 1 They use 75 years 

of data and relate the compounded historical returns to the different fundamental 

variables employed by different researchers in building ex ante expected equity 

risk premiums. Among the variables included were inflation, real EPS and DPS 

growth, ROE and book value growth, and price-earnings ("PIE") ratios. By 

relating the fundamental factors to the ex post historical returns, the methodology 

bridges the gap between the ex post and ex ante equity risk premiums. Ilmanen 

(2003) illustrates this approach using the geometric returns and five fundamental 

variables - inflation ("CPI"), dividend yield ("DIP"), real earnings growth 

("RG"), repricing gains ("PEGAIN"), and return interaction/reinvestment 

("INT").2 This is shown on page I of Exhibit JRW-Cl. The first column breaks 

down the 1926-2000 geometric mean stock return of I 0. 7% into the different 

return components demanded by investors: the historical U.S. Treasury bond 

return (5.2%), the excess equity return (5.2%), and a small interaction term 

(0.3%). This 10.7% annual stock return over the 1926-2000 period can then be 

broken down into the following fundamental elements: inflation (3.1 %), dividend 

yield (4.3%), real earnings growth (1.8%), repricing gains (1.3%) associated with 

higher PIE ratios, and a small interaction term (0.2%). 

1 Roger Ibbotson and Peng Chen, "Long Run Returns: Participating in the Real Economy," Fin'ancial Analysts 
Journal, (January 2003). 
2 Antti Ihnanen, Expected Returns on Stocks and Bonds," Journal of Portfolio Management, (Winter 2003), p. 11. 
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AppendixC 
Building Blocks Equity Risk Premium 

1 The third column in the graph on page 1 of Exhibit JRW-Cl shows current 

2 inputs to estimate an ex ante expected market return. These inputs include the 

3 following: 

4 CPI - To assess expected inflation, I have employed expectations of the short-

5 term and long-term inflation rate. Long-term inflation forecasts are available in 

6 the Federal Reserve Bank of Philadelphia's publication entitled Survey of 

7 Professional Forecasters. While this survey is published quarterly, only the first 

8 quarter survey includes long-term forecasts of gross domestic product ("GDP") 

9 growth, inflation, and market returns. In the first quarter 2014 survey, published 

10 on February 15, 2014, the median long-term (10-year) expected inflation rate as 

11 measured by the CPI was 2.30% (see Panel A of page 2 of Exhibit JRW-Cl). 

12 The University of Michigan's Survey Research Center surveys consumers 

13 on their short-term (one-year) inflation expectations on a monthly basis. As 

14 shown on page 3 of Exhibit JRW-Cl, the current short-term expected inflation 

15 rate is 3.3%. 

16 As a measure of expected inflation, I will use the average of the long-term 

17 (2.3%) and short-term (3.3%) inflation rate measures, or 2.80%. 

18 

19 DIP - As shown on page 4 of Exhibit JRW-Cl, the dividend yield on the S&P 

20 500 has fluctuated from 1.0% to almost 3.5% from 2000-2010. Ibbotson and 

21 Chen (2003) report that the long-term average dividend yield of the S&P 500 is 

22 4.3%. As of September 2014, the indicated S&P 500 dividend yield was 2.0%. I 

23 will use this figure in my ex ante risk premium analysis. 

C-2 



AppendixC 
Building Blocks Equity Risk Premium 

1 RG - To measure expected real growth in earnings, I use the historical real 

2 earnings growth rate S&P 500 and the expected real GDP growth rate. The S&P 

3 500 was created in 1960 and includes 500 companies which come from ten 

4 different sectors of the economy. On page 5 of Exhibit JRW-C 1, real EPS growth 

5 is computed using the CPI as a measure of inflation. The real growth figure over 

6 1960-2011 period for the S&P 500 is 2.8%. 

7 The second input for expected real earnings growth is expected real GDP 

8 growth. The rationale is that over the long-term, corporate profits have averaged 

9 5.50% of U.S. GDP.3 Expected real GDP growth, according to the Federal 

10 Reserve Bank of Philadelphia's Survey of Professional Forecasters, is 2.6% (see 

11 Panel B of page 2 of Exhibit JRW-Cl). 

12 Given these results, I will use 2. 75%, for real earnings growth. 

13 PEGAIN - PEGAIN is the repricing gain associated with an increase in the PIE 

14 ratio. It accounted for 1.3% of the 10. 7% annual stock return in the 1926-2000 

15 period. In estimating an ex ante expected stock market return, one issue is 

16 whether investors expect PIE ratios to increase from their current levels. The PIE 

17 ratios for the S&P 500 over the past 25 years are shown on page 4 of Exhibit 

18 JRW-Cl. The run-up and eventual peak in P/Es in the year 1999 is very evident 

19 in the chart. The average PIE declined until late 2006, and then increased to 

20 higher high levels, primarily due to the decline in EPS as a result of the financial 

21 crisis and the recession. As of September, 2014, the average PIE for the S&P 500 

22 was 16.75X, which is above the historic average. Since the current figure is 

3Marc. H. Goedhart, et al, "The Real Cost ofEquity," McKinsey on Finance (Autumn 2002), p.14. 
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AppendixC 
Building Blocks Equity Risk Premium 

1 above the historic average, a PEGAIN would not be appropriate in estimating an 

2 ex ante expected stock market return. 

3 Expected Return formBuilding Blocks Approach - The current expected 

4 market return is represented by the last column on the right in the graph entitled 

5 "Decomposing Equity Market Returns: The Building Blocks Methodology" set 

6 forth on page 1 of Exhibit JRW-Cl. As shown, the expected market return of 

7 7.55% is composed of 2.80% expected inflation, 2.0% dividend yield, and 2.75% 

8 real earnings growth rate. 

9 This expected return of 7.55% is consistent with other expected return 

10 forecasts. 

11 !. In the first quarter 2014 Survey of Financial Forecasters, published on 

12 February 15, 2014 by the Federal Reserve Bank of Philadelphia, the 

13 median long-term expected return on the S&P 500 was 6.43% (see 

14 ·Panel D of page 2 of Exhibit JRW-Cl). 

15 2. John Graham and Campbell Harvey of Duke University conduct a 

16 quarterly survey of corporate CFOs. The survey is a joint project of 

17 Duke University and CFO Magazine. In the June 2014 survey, the 

18 mean expected return on the S&P 500 over the next ten years was 

19 6.6%.4 

20 B. THE BUILDING BLOCKS EQUITY RISK PREMIUM 

21 

4 The survey results are available at www.cfosurvey.org. 
C-4 



AppendixC 
Building Blocks Equity Risk Premium 

1 The current 30-year U.S. Treasury yield is about 3.25%. This ex ante 

2 equity risk premium is simply the expected market return from the Building 

3 Blocks methodology minus this risk-free rate: 

4 

5 Ex Ante Equity Risk Premium = 7.55% 3.25% 4.3% 

6 

7 This is only one estimate of the equity risk premium. As shown on page 6 

8 of Exhibit JRW-11, I am also using the results of many other studies and surveys 

9 to determine an equity risk premium for my CAPM. 

C-5 
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Decomposing Equity Market Returns 
The Building Blocks Methodology 
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2014 Survey of Professioual Forecasters 
Philadelphia Federal Reserve Bank 

Long-Term Forecasts 

Table Seven 
LONG-TERM (10 YEAR) FORECASTS 

Panel B 
SERIES: CPI INFLATION RA TE SERIES: REAL GDP GROWTH RATE 
STATISTIC STATISTIC 
MINIMUM 1.21 MINIMUM 1.75 
LOWER QUARTILE 2.05 LOWER QUARTILE 2.40 
MEDIAN 2.30 MEDIAN 2.60 
UPPER QUARTILE 2.50 UPPER QUARTILE 2.80 
MAXIMUM 3.40 MAXIMUM 3.50 

MEAN 2.29 MEAN 2.57 
STD.DEV. 0.39 STD.DEV. 0.39 

N 40 N 38 
MISSING 5 MISSING 7 
Panel C Panel D 
SERIES: PRODUCTIVITY GROWTH SERIES: STOCK RETURNS (S&P 500) 
STATISTIC STATISTIC 
MINIMUM 1.00 MINIMUM 2.70 
LOWER QUARTILE 1.50 LOWER QUARTILE 5.00 
MEDIAN 1.80 MEDIAN 6.00 
UPPER QUARTILE 2.00 UPPER QUARTILE 7.20 
MAXIMUM 2.40 MAXIMUM 12.00 

MEAN 1.76 MEAN 6.43 
STD.DEV. 0.37 STD.DEV. 2.07 
N 29 N 27 
MISSING 16 MISSING 18 

PanelE Panel F 
SERIES: BOND RETURNS (JO-YEAR) SERIES: BILL RETURNS (3-MONTH) 
STATISTIC STATISTIC 
MINIMUM 2.70 MINIMUM 0.10 
LOWER QUARTILE 4.00 LOWER QUARTILE 1.92 
MEDIAN 4.35 MEDIAN 2.50 
UPPER QUARTILE 4.70 UPPER QUARTILE 2.88 
MAXIMUM 5.30 MAXIMUM 4.20 

MEAN 4.25 MEAN 2.37 
STD.DEV. 0.64 STD.DEV. 0.85 
N 33 N 32 
MISSING 12 MISSING 13 
Source: Philadelphia Federal Researve Bank, Survey ofProfess1onal Forecasters, February 15, 2014. 
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University of Michigan Survey Research Center 

Data Source: http://research.stlouisfed.org/fred2/series/MICH?cid~98 
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Decomposing Equity Market Returns 
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S&P 500 Dividend Yield 
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Year 
I960 
I961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
I972 
1973 
1974 
I975 
1976 
1977 
1978 
I979 
1980 
I98l 
I982 
I983 
1984 
I985 
I986 
I987 
I988 
I989 
I990 
1991 
1992 
I993 
1994 
1995 
I996 
1997 
I998 
I999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 

Exhibit JRW-Cl 
Building Blocks Equity Risk Premium 

Page 5 of5 
Exhibit JRW-Cl 

Real S&P 500 EPS Growth Rate 
Inflation Real 

S&P 500 Annual Inflation Adjustment S&P500 
EPS CPI Factor EPS 

3.IO 1.48% 1.00 3.IO 
3.37 0.67% LOI 3.35 
3.67 1.22% 1.02 3.60 
4.13 1.65% 1.04 3.99 
4.76 l.19% 1.05 4.54 
5.30 1.92% l.07 4.96 
5.41 3.35% l.10 4.90 
5.46 3.04% l.14 4.80 
5.72 4.72% l.19 4.80 
6.10 6.11% 1.26 4.83 
5.51 5.49% l.33 4.13 IQ-Year 
5.57 3.36% l.38 4.04 2.9I% 
6.17 3.41% l.43 4.33 
7.96 8.80% 1.55 5.13 
9.35 12.20% 1.74 5.37 
7.71 7.01% 1.86 4.14 
9.75 4.81% 1.95 4.99 

10.87 6.77% 2.08 5.22 
11.64 9.03% 2.27 5.12 
14.55 13.31% 2.57 5.65 
14.99 I2.40% 2.89 5.18 IO-Year 
I5.I8 8.94% 3.I5 4.82 2.29% 
13.82 3.87% 3.27 4.22 
13.29 3.80% 3.40 3.91 
I6.84 3.95% 3.53 4.77 
I5.68 3.77% 3.67 4.28 
14.43 l.13% 3.71 3.89 
I6.04 4.4I% 3.87 4.14 
24.I2 4.42% 4.04 5.97 
24.32 4.65% 4.23 5.75 
22.65 6.11% 4.49 5.05 IO-Year 
I9.30 3.06% 4.63 4.I7 -0.26% 
20.87 2.90% 4.76 4.38 
26.90 2.75% 4.89 5.50 
31.75 2.67% 5.02 6.32 
37.70 2.54% 5.15 7.32 
40.63 3.32% 5.32 7.64 
44.09 l.70% 5.4I 8.I5 
44.27 l.61% 5.50 8.05 
51.68 2.68% 5.64 9.I6 
56.I3 3.39% 5.84 9.62 IO-Year 
38.85 l.55% 5.93 6.56 6.66% 
46.04 2.38% 6.07 7.59 
54.69 1.88% 6.18 8.85 
67.68 3.26% 6.38 10.60 
76.45 3.52% 6.6I l 1.57 
87.72 2.03% 6.74 13.0l 
82.54 4.08% 7.02 l l.76 
65.39 0.90% 7.08 9.24 
59.65 2.72% 7.27 8.20 
83.66 1.50% 7.38 l l.33 IO-Year 
97.05 2.96% 7.60 I2.77 l.65% 

I02.47 1.74% 7.73 13.25 
107.45 0.015 7.85 13.69 

Data Source: http://pages.stem.nyu.edu/-adamodar/ Real EPS Growth 2.8o/o 
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Exhibit JRW-1 

Docket No. 14-BHCG-502-RTS 
Exhibit JRW-1 

Recommended Cost of Capital 
Page 1of1 

Black Hills Kansas Gas Utility Company, LLC 

Recommended Cost of Capital 

Capitalization Cost Weighted 
Capital Source Ratio Rate Cost Rate 
Long-Term Debt 49.66% 4.40% 2.19% 
Common Equity 50.34% 8.75% 4.40% 
Total 100.00% 6.59% 
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Exhibit JRW-2 

Docket No.14-BHCG-502-RTS 
Exhibit JRW-2 

Interest Rates 
Page 1of1 

Panel A 
Ten-Year Treasury Yields 

1953-Present 
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PanelB 
Long-Term Moody's Baa Yields Minus Ten-Year Treasury Yields 

2000-Present 

Source: Federal Reserve Bank of St. Louis, FRED Database. 
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Exhibit JRW-3 
Panel A 

Docket No. 14-BHCG-502-RTS 
Exhibit JRW-3 

Public Utility Bond Yields 
Page 1 ofl 

Long-Term, A-Rated Public Utility Yields 
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Panel B 
Long-Term, A-Rated Public Utility Yields minus-Twenty-Year Treasury Yields 
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Operating Percent 
Rn·enue Gas 

Company (Smil) Revenue 

AGL Resources Inc. INYSE-GAS) 5.471.0 " Atmos Ene~ Cornoration INYSE-ATOI 4,762.6 68 
Laclede Groun. Inc. INYSE-LGI 1.475.5 89 
Northwest Natural Gas Co. fNYSE-NWNl 724.0 96 
Piedmont Natural Gas Co .• Inc. INYSE-PNYI 1,482.9 100 
South Jersev Industries. Inc. INYSE-SJll 826.0 58 
Southwest Gas Cornoration INYSE-SWXI 1,945.7 66 
\VGL Holdings, Inc. (NYSE-WGL) 2,742,6 53 
Mean 2,428.8 75 
Median 1,714.3 " 

Exhibil JRW-4 

Black Hills Kansas Gas Ulilily Company, LLC 

Summary Financial Stalistics 

Panel A 
Gas Proxy Group 

Pertenl Moody's 
Eltc Nel Plan! S&P Bond Bond 

Revenue ($mil) R:lting R:lting 

8,823.0 A-/BBB+ A2/A3 

6,270.0 A· A2 
1,803.0 A+ A3 
2,071.5 AA· Al 
3,827.8 A A2 
1.885.2 A A2 
3,512,7 A· A3 
2,996.3 A+ Al 
3,898.7 A A2 
3,254.5 A A2 

Pre-Tax 
lntercsl 

Coverage 

7.9 

3.9 
6.5 
6.5 
3.4 
43 
4.0 
5.7 

5.3 
5.0 

Data Source. AUS Utility Reporls, August, 2014. Pre· Tax Interest Coverage and Pnmruy Se!'Vlce Temtory are from Value lme !11vestme11t Smwy, 2014. 

Panel B 
McKeniie Prow G roup 

Operating Percenl Percent Moody's Pre-Tax 
Revenue G" Elec Net Plant S&P Bond Bond Interest 

Company ($mil) Revenue Revenue (Sm ii) R:lting R:lting Coverage 

AGL Reso1m:es foe. INYSE-GASI 5,471.0 " 8,823.0 A-/BBB+ A2/A3 7.9 

Atmos Enerl!V Comoration fNYSE-ATOl 4,762.6 68 6,270.0 A· A2 3.9 
Laclede Groun, Inc. INYSE-LGI 1.475.5 89 1,803.0 A+ A3 6.5 
New Jersev Resources Com. INYSE-NJRJ 3.959.1 21 1,738.4 A+ Aa2 7.5 
NiSource Inc. INYSE-NI) 6,206.4 26 56 14,657.7 BBB- Baal/Baal 3.5 
Northwest Natural Gas Co. INYSE-NWNI 724.0 96 2,071.5 AA· Al 6.5 
Piedmont Natural Gas Co .. Inc. INYSE-PNYI 1.482.9 100 3,827,8 A A2 3.4 
South Jersev Industries, Inc. INYSE-SJIJ 826.0 58 1,885.2 A A2 4.3 
Southwest Gas Comoration <NYSE-SWXI 1.945.7 66 3,512.7 A· A3 4.0 
WGL HoldinRS, Inc. (NYSE·WGL) 2,742.6 53 2.996.3 A+ Al 5.7 

Mean 2,959.6 65 4.758.6 A A2 5.3 
Median 2,344.2 67 3,254.5 A A2 5.0 
Data Source. AUS Utd1ty Reports, August, 2014. Pre-Tax Interest Coverage and Pnmruy Se!'Vlce Temtory are from Value Lme !mu/men/ Survey, 2014. 

Docket No. 14·BHCG-502-RTS 

Exhibit JRW-4 

Summary Financial Statistics for Proxy Groups 

Pagel oft 

Common Relurn Markel 
Equity '" to Book 

Primary Service Area R:'llio Equily R:'llio 

GA,TN,VA,NJ,FL..MD.IL 45.7 12.1 1.68 

LA,KY,TX,MS,CO.KS,KY 56.0 9.5 1.64 
MO 56,0 9.7 l,44 

OR.WA 50.2 7.9 1.61 
NC,SC,TN 46.8 11.8 2.07 

NJ 45.0 10.5 2.16 
AZ,NV,CA 51.7 9.5 1.64 
DC,MD,VA 57.5 1.4 1.62 

51.1 9.1 1.73 
51.0 9.6 1.64 

Common Return Market 
Equity '" to Book 

Primary Service Area R:ltio Equity R:ltio 

GA,TN,VA,NJ,FL..MO,IL 45.7 12.1 1.68 

LA,KY.TX,MS,CO,KS,KY 56.0 9.5 1.64 
MO 56.0 9.7 1.44 
NJ 59.3 19.6 2.25 

IN.OH,PA,KY,VA,MD,MA 40.1 9.2 2.05 
OR,WA 50.2 7.9 1,61 

NC,SC,TN 46.8 11.8 2.07 
NJ 45.0 10.5 2.16 

AZ,NV,CA 51,7 9.5 t,64 
DC,MD,VA 57.5 1.4 1.62 

50.8 IO.I 1.82 
51.0 9.6 1.66 
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Exhibit JRW-5 
Black Hills Kansas Gas Utility Company, LLC 
Capital Structure Ratios and Debt Cost Rates 

Panel A-Black Hills Kansas Gas Utility Company, LLC's Proposed Capitalization Ratios au 
Capitalization Cost 

Capital Source Ratio Rate 
Long-Term Debt 49.66% 4.40% 
Common Equity 50.34% 
Total 100.00% 

Panel B - CURB's Proposed Capitalization Ratios and Cost Rates 
Capitalization Cost 

Capital Source Ratio Rate 
Long-Term Debt 49.66% 4.40% 
Common Equity 50.34% 1.00% 
Total 100.00% 
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Electric Utilities 

Panel A 

~ . 
+ 

··*·*·! • • ·o;t• • . 

··~ ~ . 

. . 
6 8 10 12 

Estimated ROE 

R-Square = .52, N=Sl. 

PanelB 
Gas Companies 

A 

~ 

•• • • • • 

' ' ' 

6 8 10 

Estimated ROE 

R-Square = .71, N=ll. 
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Exhibit JRW-6 
Water Companies 

Panel C 

6 s 

• •• 

10 

Estimated ROE 

R-Square = .77, N=S. 

12 14 
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Long-Term 'A' Rated Public Utility Bonds 

Data Source: Mergent Bond Record 
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Gas Proxy Group Average Dividend Yield 
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Gas Proxy Group Average Return on Equity and Market-to-Book Ratios 

-ROE -+-M/B 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20ll 2012 2013 

1.85 

1.80 

1.75 

1.70 

1.65 

I.60 

1.55 

1.50 

l.45 

1.40 

l.35 

Data Source: Value Line Investment Survey. 



Industry Name 
COAL 
MINING 
HEAVYTRK 
SEMI-EQP 
HOMEBILD 
GASDIVRS 
STEEL 
NWSPAPER 
OILFIELD 
OILINTEG 
MARITIME 
AUTOPRTS 
OILPROD 
ENGCON 
CHEMDIV 
CHEMICAL 
BUILDING 
PPEQ 
SEMI CO ND 
RAILROAD 
TRUCKING 
POWER 
PAPER 
HUMAN 
GOLDSILV 
BROKERS 
IN SLIFE 
AUTO 
RETAILSL 
OFFICE 
ELECEQ 
BUILDSUP 
FURNITUR 
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Industry Average Betas 
Beta Industry Name Beta Industry Name Beta 

1.36 HOTELGAM 1.01 SOFTWARE 0.89 
1.34 WIRELESS 1.01 FUNLSVC 0.89 
1.31 METALFAB 1.01 ELECTRNX 0.88 
1.30 ENTRTAIN 1.00 RESTRNT 0.88 
1.30 RETAILHL 1.00 OILGAS 0.88 
1.27 RECREATE 0.99 MEDICNON 0.88 
1.25 INSTRMNT 0.99 ITSERV 0.87 
1.25 BIOTECH 0.99 CABLE TV 0.87 
1.25 B2B 0.99 SHOE 0.86 
1.24 REIT 0.99 HOUSEPRD 0.85 
1.22 MACHINE 0.98 MEDICINV 0.85 
1.20 PACKAGE 0.98 MEDSERV 0.84 
1.16 CHEMSPEC 0.98 INTERNET 0.84 
1.16 INFOS ER 0.97 REINS UR 0.84 
1.15 EDUC 0.97 TELESERV 0.83 
1.15 PUBLISH 0.97 PIPEMLP 0.82 
1.15 TELUTIL 0.96 ENVIRONM 0.82 
1.15 ELECFGN 0.96 DRUGSTOR 0.82 
1.14 AIRTRANS 0.95 GROCERY 0.82 
1.14 RETAUTO 0.95 FOODPROC 0.81 
1.12 TELEQUIP 0.95 INSPRPTY 0.80 
1.11 FINS ERV 0.95 TOBACCO 0.76 
1.10 INDUSRV 0.94 BANKMID 0.75 
1.08 APPAREL 0.94 UTILWEST 0.74 
1.08 DIVERSIF 0.94 UTILCENT 0.74 
1.06 ADVERT 0.94 BEVERAGE 0.73 
1.06 COMPUTER 0.94 GASDISTR 0.73 
1.06 ENTTECH 0.93 WATER 0.71 
1.04 RETAIL 0.92 UTILEAST 0.69 
1.04 COSMETIC 0.91 BANK 0.68 
1.03 HLTHSYS 0.90 THRIFT 0.60 
1.02 DEFENSE 0.90 
1.02 DRUG 0.89 
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DCFModel 
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Maturitv Stage 
Dividends and 
Earnings Grow 
At Same Rate 

Source: William F. Sharpe, Gordon J. Alexander, and Jeffrey V. Bailey, Investments (Prentice-Hall, 1995), pp. 590-91. 
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DCFModel 

~onsensus Earnings Estimates 

AGL Resources Inc. (NYSE-GAS) 

www.reuters.com 

8/15/2014 
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#of Estimates Mean High Low 

4 tl2S o~se 0,2.l 

5 0.8;5 0\93 !Ji.S~ 

6 4.44 4.67 4;20 

6 3.1~ 3.4:5 S:.0!$ 

l 4JJO .;.oo 4.00 
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Black Hills Kansas Gas Utility Company, LLC 
Discounted Cash Flow Analysis 

Panel A 
Gas Proxy Group 

Dividend Yield* 
Adjustment Factor 

Adjusted Dividend Yield 
Growth Rate** 
Equity Cost Rate 
* Page 2 of Exhibit JRW-10 

3.70% 
1.025 
3.8% 

5.00% 
8.8% 

** Based on data provided on pages 3, 4, 5, and 
6 ofExhibitJRW-10 

PanelB 
McKenzie Proxy Group 

Dividend Yield* 
Adjustment Factor 

Adjusted Dividend Yield 
Growth Rate** 
Equity Cost Rate 
* Page 2 of Exhibit JRW-10 

3.60% 
1.025 
3.7% 

5.00% 
8.7% 

** Based on data provided on pages 3, 4, 5, and 
6 of Exhibit JRW-10 
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Black Hills Kansas Gas Utility Company, LLC 
Monthly Dividend Yields 

Panel A 
Gas Proxy Group 

Annual 
Company SMBL Dividend 
AGL Resources Inc. (NYSE-GAS) GAS $ 1.96 
Atmos Energy Corporation (NYSE-A TO) ATO $ 1.48 
Laclede Group, Inc. (NYSE-LG) LG $ 1.76 
Northwest Natural Gas Co. (NYSE-NWN) NWN $ 1.84 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) PNY $ 1.28 
South Jersey Industries, Inc. (NYSE-SJI) SJI $ 1.89 
Southwest Gas Corporation (NYSE-SWX) swx $ 1.46 
WGL Holdings, Inc. (NYSE-WGL) WGL $ 1.76 
Mean 
Median 
Data Source: www.yahoo.com. 

Panel B 
McKenzie Proxy Group 

Annual 
Company Dividend 
AGL Resources Inc. (NYSE-GAS) GAS $ 1.96 
Atmos Energy Corporation (NYSE-A TO) ATO $ 1.48 
Laclede Group, Inc. (NYSE-LG) LG $ 1.76 
New Jersey Resources Corp. (NYSE-NJR) NJR $ 1.68 
NiSource Inc. (NYSE-NI) NI $ 1.04 
Northwest Natural Gas Co. (NYSE-NWN) NWN $ 1.84 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) PNY $ 1.28 
South Jersey Industries, Inc. (NYSE-SJI) SJI $ 1.89 
Southwest Gas Corporation (NYSE-SWX) SWX $ 1.46 
WGL Holdings, Inc. (NYSE-WGL) WGL $ 1.76 
Mean 
Median 
Data Source: www.yahoo.com. 

Dividend Dividend Dividend 
Yield Yield Yield 

30Day 90Day 180 Day 
3.7% 3.7% 4.0% 
3.0% 2.9% 3.1% 
3.7% 3.8% 3.8% 
4.1% 4.1% 4.3% 
3.6% 3.6% 3.7% 
3.4% 3.3% 3.4% 
2.9% 2.8% 2.8% 
4.3% 4.4% 4.5% 
3.6% 3.6% 3.7% 
3.6% 3.7% 3.8% 

Dividend Dividend Dividend 
Yield Yield Yield 

30Day 60Day 90Day 
3.7% 3.7% 4.0% 
3.0% 2.9% 3.1% 
3.7% 3.8% 3.8% 
3.1% 3.2% 3.4% 
2.7% 2.8% 3.0% 
4.1% 4.1% 4.3% 
3.6% 3.6% 3.7% 
3.4% 3.3% 3.4% 
2.9% 2.8% 2.8% 
4.3% 4.4% 4.5% 
3.5% 3.5% 3.6% 
3.5% 3.5% 3.6% 
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Black Hills Kansas Gas Utility Company, LLC 
DCF Equity Cost Growth Rate Measures 

Value Line Historic Growth Rates 

Panel A 
Gas Proxy Group 
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Value Line Historic Growth 

Company 

AGL Resources Inc. (NYSE-GAS} 
Atmos Energy Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersey Industries, Inc. (NYSE-SJ!) 
Southwest Gas Corporation (NYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 
Mean 
Median 
Data Source: Value Li11e I11vestment Survey, 2014. 

Company 

AGL Resources Inc. (NYSE-GAS) 
Atmos Energy Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
New Jersey Resources Corp. (NYSE-NJR) 
NiSource Inc. (NYSE-NI) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersey Industries, Inc. (NYSE-SJI) 
Southwest Gas Corporation (NYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 
Mean 
Median 
Data Source: Value Li11e Investn1ent Survey, 2014. 

Past 10 Years 
Book 

Earnings Dividends Value 

2.5% 5.5% 8.5% 
4.0% 1.5% 6.0% 
5.0% 2.0% 6.0% 
2.5% 3.5% 3.5% 
5.0% 5.0% 5.0% 
9.0% 8.0% 9.0% 
9.5% 4.0% 5.0% 
3.0% 2.5% 4.0% 
5.1% 4.0% 5.9% 
4.5% 3.8% 5.5% 

Average of Median Figures = 

Panel B 
McKenzie Proxy Group 

Past 5 Years 

Earnings Dividends 
-3.0% 3.0% 
3.0% 1.5% 
1.0% 2.5% 
-2.5% 4.5% 
3.5% 5.5% 
5.5% 10.0% 
9.5% 6.5% 
2.5% 3.0% 
2.4% 4.6% 
2.8% 3.8% 
4.1% 

Value Line Historic Grolvth 

Past 10 Years Past 5 Years 
Book 

Earnings Dividends Value Earnings Dividends 
2.5% 5.5% 8.5% -3.0% 3.0% 
4.0% 1.5% 6.0% 3.0% 1.5% 
5.0% 2.0% 6.0% 1.0% 2.5% 
6.5% 6.5% 8.0% 5.5% 8.5% 
-1.5% -2.0% 1.0% 2.0% 0.5% 
2.5% 3.5% 3.5% -2.5% 4.5% 
5.0% 5.0% 5.0% 3.5% 5.5% 
9.0% 8.0% 9.0% 5.5% 10.0% 
9.5% 4.0% 5.0% 9.5% 6.5% 
3.0% 2.5% 4.0% 2.5°/o · 3.0o/o 
4.6% 3.7% 5.6% 2.7% 4.6% 
4.5% 3.8% 5.5% 2.8% 3.8% 

Average of Median Figures= 4.1% 

Book 
Value 

6.5% 
4.0% 
7.0% 
3.5% 
3.0% 
7.5% 
4.5% 
4.0% 

5.0% 
4.3% 

Book 
Value 

6.5% 
4.0% 
7.0% 
4.5% 

3.5% 
3.0% 
7.5% 
4.5% 
4.0% 

4.9% 
4.5% 



Company 

AGL Resources Inc. (NYSE-GAS) 
Atmos Enen>"v Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
Northwest Natural Gas Co. (NYSE-NWN) 

Exhibit JR\V-10 

Black Hills Kansas Gas Utility Company, LLC 
DCF Equity Cost Growth Rate Measures 

Value Li11e Projected Growth Rates 

Panel A 
Gas Proxy Group 

Value Line 

Projected Growth 
Est'd. '11-'13 to '17-'19 

Earnings Dividends Book Value 

10.So/o 4.So/o 4.0o/o 
7.5°/o 3.So/o 6.So/o 
8.0°/o 5.0o/o 6.5% 
6.So/o 2.So/o 4.0% 

Piedmont Natural Gas Co., Inc. (NYSE-PNY) 4.0o/o 3.0o/o 5.0% 
South Jersey Industries, Inc. (NYSE-SJI) 
Southwest Gas Corporation (NYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 

!\'lean 

Median 
Average ofl\iledian Figures= 
Data Source: Value Line Investment Survey•, 2014. 

Company 

AGL Resources Inc. (NYSE-GAS) 
Atmos Energy Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
Ne\v Jersev Resources Corp. (NYSE-NJR) 
NiSource Inc. (NYSE-NI) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersev Industries, Inc. (NYSE-SJI) 
Southwest Gas Corporation (NYSE-S\VX) 
WGL Holdings, Inc. (NYSE-WGL) 

!\'lean 
l\'ledian 
Average of Median Figures= 
Data Source: Value Line In~·estmentSur1·ey, 2014. 

8.0% 8.0% 
6.0% 7.0% 
4.0% 2.5°/o 
6.8°/o 4.5°/o 

7.0% 4.0% 
5.3% 

Panel B 
McKenzie Proxy Group 

Value Line 

6.5o/o 
4.5% 
3.0% 

5.0% 
4.8% 

Projected Growth 
Est'd. '11-'13 to '17-'19 

Earnings Dividends Book Value 

10.5% 4.5% 4.0°/o 
7.5% 3.5% 6.5°/o 
8.0% 5.0% 6.5°/o 
6.0% 2.5°/o 7.0% 
10.5°/o 4.0°/o 4.5% 
6.5% 2.5°/o 4.0% 
4.0% 3.0% 5.0% 
8.0% 8.0% 6.5% 
6.0°/o 7.0% 4.5°/o 
4.0% 2.5% 3.0% 
7.1% 4.3% 5.2% 
7.0% 3.8°/o 4.8% 

5.2°10 
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Value Li11e 
Sustainable Gro,vth 

Return on Retention Internal 
Equity Rate Growth 

12.0o/o 44.0°/o 5.3o/o 
9.0% 51.0o/o 4.6o/o 
10.0o/o 46.0o/o 4.6% 
9.So/o 36.0% 3.4% 
11.0% 32.0°/o 3.5°/o 
14.5% 46.0°/o 6.7°/o 
11.0% 55.0% 6.1°/o 
10.5°/o 40.0°/o 4.2% 
10.9°/o 43.8% 4.8% 

10.8% 45.0% 4.6% 
l\'ledian = 4.6% 

Value Line 

Sustainable Growth 
Return on Retention Internal 

Equity Rate Growth 

12.0% 44.0% 5.3% 
9.0% 51.0% 4.6% 
10.0% 46.0°/o 4.6% 
12.5% 54.0% 6.8% 
12.5°/o 50.0% 6.3°/o 
9.5% 36.0% 3.40/o 
11.0% 32.0% 3.5% 
14.5% 46.0°/o 6.7°/o 
11.0% 55.0°/o 6.1°/o 
10.5% 40.0°/o 4.2% 
11.3% 45.4°/o 5.1% 

11.0°/o 46.0% 4.9% 
l\'ledian = 4.9% 
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Black Hills Kansas Gas Utility Company, LLC 
DCF Equity Cost Growth Rate Measures 

Analysts Projected EPS Growth Rate Estimates 

Panel A 
Gas Proxy Group 

Company Yahoo Zacks 
AGL Resources Inc. (NYSE-GAS) n/a 4.0% 
Atmos Energy Corporation (NYSE-ATO) 7.0% 7.0% 
Laclede Group, Inc. (NYSE-LG) 4.8% 4.8% 
Northwest Natural Gas Co. (NYSE-NWN) 3.5% 3.7% 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 3.7% 4.0% 
South Jersey Industries, Inc. (NYSE-SJI) 6.0% 6.0% 
Southwest Gas Corporation (NYSE-SWX) 2.4% 4.5% 
WGL Holdings, Inc. (NYSE-WGL) 4.9% 4.9% 
Mean 4.6% 4.9% 
Median 4.8% 4.7% 

Reuters 
4.0% 
7.0% 
4.8% 
3.5% 
3.7% 
NA 

2.4% 
4.9% 
4.3% 
4.0% 

Data Sources: www.reuters.com, www.zacks.com,http://quote.yahoo.com, August 15, 2014. 

Panel B 
McKenzie Proxy Group 

Company Yahoo Zacks Reuters 
AGL Resources Inc. (NYSE-GAS) n/a 4.0% 4.0% 
Atmos Energy Corporation (NYSE-ATO) 7.0% 7.0% 7.0% 
Laclede Group, Inc. (NYSE-LG) 4.8% 4.8% 4.8% 
New Jersey Resources Corp. (NYSE-NJR) 3.6% 3.6% NA 
NiSource Inc. (NYSE-NI) 10.4% 8.7% NA 
Northwest Natural Gas Co. (NYSE-NWN) 3.5% 3.7% 3.5% 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 3.7% 4.0% 3.7% 
South Jersey Industries, Inc. (NYSE-SJI) 6.0% 6.0% NA 
Southwest Gas Corporation (NYSE-SWX) 2.4% 4.5% 2.4% 
WGL Holdings, Inc. (NYSE-WGL) 4.9% 4.9% 4.9% 
Mean 5.1% 5.1% 4.3% 
Median 4.8% 4.7% 4.0% 
Data Sources: www.reuters.com, www.zacks.com,http://quote.yahoo.com, August 15, 2014. 

Mean 
3.7% 
6.0% 
4.2% 
4.0% 
4.8% 
6.0% 
5.6% 
5.3% 
5.0% 
5.1% 

Mean 
3.7% 
6.0% 
4.2% 
3.6% 
9.6% 
4.0% 
4.8% 
6.0% 
5.6% 
5.3% 
5.3% 
5.1% 



Growth Rate Indicator 
Historic Value Line Growth 
in EPS, DPS, and BVPS 

. Projected Value Line Growth 
in EPS, DPS, and BVPS 
Sustainable Growth 
ROE *Retention Rate 
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Black Hills Kansas Gas Utility Company, LLC 
DCF Growth Rate Indicators 

Summary Growth Rates 
Gas Proxy Group 

4.1% 

5.3% 

4.6% 
Projected EPS Growth from Yahoo, Zacks, 
and Reuters - Mean/Median 5.0%/5.1% 
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McKenzie Proxy Group 

4.1% 

5.2% 

4.9% 

5.3%/5.1% 
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Black Hills Kansas Gas Utility Company, LLC 
Capital Asset Pricing Model 

Panel A 
Gas Proxy Group 

Risk-Free Interest Rate 
Beta* 
Ex Ante Equity Risk Premium** 
CAPM Cost of Equity 
*See page 3 ofExhibitJRW-11 
* * See pages 5 and 6 of Exhibit JR W-11 

Panel B 
McKenzie Proxy Group 

Risk-Free Interest Rate 
Beta* 
Ex Ante Equity Risk Premium** 
CAPM Cost of Equity 
*See page 3 ofExhibitJRW-11 
**See pages 5 and 6 of Exhibit JRW-11 

4.00% 
0.80 

5.00% 
8.0% 

4.00% 
0.80 

5.00% 
8.0% 
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Thirty-Year U.S. Treasury Yields 
January 2006-Preseut 
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0.00 -+---~--~---~--~--~--~--~---~-
2/1106 2/1107 2/1/08 211109 2/1!10 211111 2/1!12 2!1!13 2/1/14 

Source: Federal Reserve Bank of St. Louis, FRED Database. 
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Calculation of Beta 

Stock's Rettu·n O 

0 

0 

Panel A 
Gas Proxy Group 

Company Name 
AGL Resources Inc. (NYSE-GAS) 
Atmos Energy Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersey Industries, Inc. (NYSE-SJI) 
Southwest Gas Corporation (NYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 
Mean 
Median 
Data Source: Value Lme Investment Survey, 2014. 

Company Name 

Pane!B 
McKenzie Proxy Group 

AGL Resources Inc. (NYSE-GAS) 
Atmos Energy Corporation (NYSE-ATO) 
Laclede Group, Inc. (NYSE-LG) 
New Jersey Resources Corp. (NYSE-NJR) 
NiSource Inc. (NYSE-NI) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersey Industries, Inc. (NYSE-SJI) 
Southwest Gas Corporation (NYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 
Mean 
Median 
Data Source: Value Lme Investment Survey, 2014. 

Slope= beta 

Market Reti.Irn 

Beta 
0.80 
0.80 
0.70 
0.70 
0.80 
0.80 
0.85 
0.75 
0.78 
0.80 

Beta 
0.80 
0.80 
0.70 
0.80 
0.80 
0.70 
0.80 
0.80 
0.85 
0.75 
0.78 
0.80 



Means of Assessing 
The Market Risk 
Premium 

Problemsillebated 
Issues 

Exhibit JRW-11 
Risk Premium Approaches 

Historical Ex Post Surveys 
Returns 

Historical Average Surveys of CFOs, 
Stock Minus Financial Forecasters, 

Bond Returns Companies, Analysts on 
Expected Returns and 
Market Risk Premiums 

Time Variation in Questions Regarding Survey 
Required Returns, Histories, Responses, and 
Measurement and Representativeness 

Time Period Issues, 
and Biases such as Surveys may be Subject 

Market and Company to Biases, such as 
Survivorship Bias Extrapolation 
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Expected Return Models 
and Market Data 

Use Market Prices and 
Market Fundamentals (such as 

Growth Rates) to Compute 
Expected Returns and Market 

Risk Premiums 

Assumptions Regarding 
Expectations, Especially 

Growth 

Source: Adapted from Antti Umanen, Expected Returns on Stocks and Bonds," Journal of Portfolio Management, (Winter 2003). 



C:1tei:or; S!ud\" Author.1 
Historical Risk Premium 

Ibbotson 

D-'~ 

Oimson, Marsh, StaunlOO 

Bote 

Shiller 

Siegel 

Dimson, M...sh, and Staunton 

Goyal&Welch 

Modian 

Ex Ante Models (Puzzle Research) 
Claus Thomas 
Amott and Bernstein 
Const:mtinidcs 
Cornell 
Easton, To)ior, ct al 
Fama French 
Hanis & M...ston 
Sest& B)me 
McKinscy 
Siegel 
Gmbowski 
M:iheu&McCurdy 
Bostock 
B:.J:shi&Chcn 
Donaldson, K=stra, & Kramer 
C:impbel! 
Best& B)me 
F""""~ 
Dcl..ong & Magin 
Siegel - Rethink ERP 
Americ:in App~scl Quarterly ERP 
Duarte & Ros~ - NY FOO 
Duff & Phelps 
Mschcho11~ki - VL- 2014 
Damod:iran 
SocinlSecuily 
Ofikc of Chief Actu.ll)• 
John Campbell 

Peter Diamond 
John Shaven 
MOOian 

Sur\"C)'S 
New Yori.: FOO 
Surl"cy of Fin:mciol For=tcrs 
Duke- CFO Maguinc Sur.-0)<· 
Welch-Ac:idc:mics 
Fcmmdcz • AcOOcmics. Anahsts. and Comn:m 
Modi:m 

Building Block 
Ibbotson and Chen 

Chen - Rethink ERP 
llmancn • Rethink ERP 
Grinold. Kroner, Siegel - Rethink ERP 

Woolrid~c 

Modian 
Mean 
Median 
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Black Hills K:us:is Gas Utili!y CompaG)', LLC 
Capital Asset PriciagModcl 

Equih' Risk Premium 
Public:1tion Time Period 

Date OfS!ud\" Mc1hodol0!!>' 

20!4 1926-2012 Historic:il Stock Returns - Bond Returns 

2014 1928-2012 Historical Stock Returns - &.ind Rctwns 

2014 1900-2013 Historical Stock Returns - &.ind Rctwns 

2008 l'.>00-2007 Historic:il Stock Rctwns - Bond Returns 

2006 1926-2005 Historical Stock Returns - Bond Returns 

20M 1926-2005 Historical Stock Returns - Bond Rctwns 

2006 !900-2005 Historical Stock Rctums - Bond Returns 

2006 1872-2004 Historical Stock Rctwns - &.ind RclutnS 

200! 1985-1998 Abnormal E.nnings Model 
2002 1810-2001 Fund:imcntals - Div Yid +Growth 
2002 !872-2000 Historical Returns & Fund:imcntals - PID & PIE 

'"' 1926-1997 Historical Returns & Fundamental GDP!Erunings 
2002 1981-1998 Residual Income Model 
2002 1951-2000 Fundamcnl:ll DCF"ilh EPS and DPS Gnmth 
200! 1982-1998 Fundamental DCF "ilh Aml)sts' EPS Gro1•th 
2001 
2002 1962-2002 FW1da1m.•11tcl {PIE, DIP, & Earning.i; Gro1,th) 
2005 1802-2001 Historical E=ings Yield 
2006 !926-2005 Historical and Projccled 
2006 1885-2003 Historic::d Excess Returns, Structural Breaks, 
2004 1960.2002 Bond Yi~lds. Credit Risk, and Income Volatility 
2005 1982-1998 Fundamentals - Interest Rates 
2006 1952-2004 Fundamcnl:ll, Di,idcnd )id, Returns., & Volatility 
2008 1982-2007 Historico.l & Projcctions {DIP & Enming.i; Gro1,th) 
2001 Projection Fundamentals - Div Yid +Gro"th 
2007 Projection Required Equity Risk Premium 
2008 Projection E:imings Yield -TIPS 
ZOil Projection Rco.l Stock Returns and Components 
2014 Projection Fund=entcl Economic and M:llkct factors 
2013 projection Projcctions from 29 Models 
2014 Projection Nonru:ilized nilh 4.0% Long-Tenn. Trcnsury Yield 

Return 
MC'JSDn: 

Arilhmctic 
Goomctric 
Arilhmcti.: 
Gc<.imctric 
Arithmetic 
Goomctric 
Goometric 

Arithmetic 
GeQmetric 
Arithmetic 
Gc<.imetric 
Arithmetic 

Geometric 

2014 Projection Fundamcntnls ·fapcacdRctumMinus 10-YoorTr=wyR:rte 
2014 Projection Fundamcnuils - Implied from FCF to Equity Model 

1900-1995 
200! 1860-2000 Historic:il & Projections (DIP & Earnings Grm>th) Arilhmctic 

Projcctod for 75 Ye:irs Goomctric 
2001 ProjcctOO for7S Ye;in Fund:uncntals (DIP, GDP Gro"th) 
2001 Proiccted for75 Y= Fund:imcntols IDIP. PIE. GDP Gnmth) 

2013 File-Year Sw\"cyofWall Street Finns 
2014 10-Y =Projection About 50 Finmi.cinl For=tscrs 
2014 lO-Y enc Projection Appro><imatcly350 CFOs 
2008 30-YoorProjection Ran.dam Academics 
2014 Lano.Term Slll"\'CV of Academics. Anahsts. and Comnanics 

2014 Projection Historicol Supply Model (DIP & Eamings Gro"th) Arithmetic 
Geometric 

2010 20-Y =Projection Combination Supply Mode! (Historic and Proj~cion) Goomctric 
2010 Projection Cum:nt Supply Model {DIP & Eamings Gro"th) Goomctric 
2011 Projection Current Supply Model (DIP & Eilmings Gro1,th) Arithmetic 

Goomctric 
2014 CulTCl'lt SuoolvModcl (DIP & Enmin s G!Ol,th) 

"''"' Low Hieb 

3.50% S,50% 

2.55% ·"'32% 

3.50"/o 4.00% 

3.50% 6.00% 
4.02% 5.lO"/, 
3.90% !.30"/o 

3.00% 4.00% 
4.10% S.40% 

3.00% 4.00% 
i,50% 2.50"/o 
3.00% 4.80"/o 
3.00% 3.50% 

5.00% 5.74% 
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Midpoint Median 
ofR:JDJ?C Mcaa 

6.20% 
4.60% 
6.29% 
4.62% 

4.SO% 
4.50"!. 

7.00% 
5.50% 
6.10% 
4.60% 
5.50% 

4.77% 

S.14% 

3.00% 
2.40% 
6.%% 

4.S0% 4.50"!. 
5.30"/o 
3.44% 
7.14% 

3.75% 
2.50% 

4.75% 4.75% 
4.56% 4.56% 
2.60% 2.60% 

7.31% 
3.50% 3.SO% 

4.75% 
2.00% 
4.00% 
3.22% 
S.SO"lo 
6.00"/o 
SAO"!. 
S.00% 
5.50% 
5.28% 

3.50% 3.SO"lo 
2.00% 2.00"/o 
3.90% 3.90% 
3.25% 3.2S% 

4_2S% 

5.20% 
2.!8% 
4.lO"/o 

5.37% 5.37% 
5.00% 

4.55% 

6.12% 5.10% 
4.08% 

4.00% 
3.00"/o 

4.63% 4.12% 
3.60% 

4.30% 
4,12% 
4.51% 
4.40% 



E:< Aul<: Mod<I• {Pw:zl< R<><ar<:h) 

Building Block 

Moan 

Mcdia11 

SrudvAull>on 

Oa"""'3aron 

Dim>on, Morsh, SUlunl<>n 

Siegel - Rethink ERP 
Amoricon Appo:ii"°I Qw.rterly ERP 
Du:orte&Ro.'1:1-NYFod 
Duff & Phelps 
Msohehowski - VL - 2014 
Damodlron 
Median 

NowYorkFeJ 
Suney offinanoiol For=ste"' 
Duko • CFO Mogorin.: Sun'<)I 
Femond02 • Aco<kmics. Anobts. ood Com~ni"' 
MeJion 

Ibbotson ond Chen 

Chon - Rethink ERP 
Ilrnanen - Rethink ERP 
Grinold, Kroru.-r, Si"<'el - Rethink ERP 

MeJion 

Puhti<ali<>n , .. 
2014 

2014 

20!4 

201! 
2014 
20!3 
2014 
2014 
2014 

2013 
2014 
2014 
2014 

2014 

2010 
2010 
2011 

2014 
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Bbck Hilb Ka,..., Ga• UliLily Company, LLC 
Capital A~t Pricing Model 

EquilylllikP..,mium 

Sum..,..,... or2011J-14 Enuilv Rbk p..,mJum Srudin 

Time Period 
orsrodv 

1926-2013 Hi•torical Stock Return.• - Bond R<tums 

1928-2013 Historical St0<0k R<1um.• - &od Return• 

l?00-2013 Historical Stock Rerums - Bond R<tums 

Ptojc'Ction Real Srock R<IUrnS ond Compona>ts 
Projection Fund:tmenul Economic ond Mlrk<t Foctors 
Projection Projectioru from 29 Mod.ts 
Projoction Nonn:ilizod with 4.0o/o Long-T<1m Treasury Yidd 
Projoction Fund>meour. - Exp«tod R<turn Minus lO-Y= Treasury Role 
Proieclion Fun&m..nuls - !mnliod from FCF lO Eauilv Modd 

Five-Yeor Suii;eyofWall Street Finru 
10-YeorProjoction About 50 Finonciol Fon>:asl="s 
10-Yeor Projoction Approxim.Jitdy 350 CFO. 

Lonn-Torm Sui;~\' of Acod.."mics. Amh~ts. and Com~anios 

Projection Historicol Supply Mo.id (DIP & Earnings Growth) 

20-Y<:lr Projection Combinotion Supply Model (Historic ond Projection) 
Projecti<ln Cum:nt Supply Mo&:! (Oil' & E:imins• Growth) 
Projection Cum:nl Supply Mo&:! (Oil' & EominS' Orowth) 

Pro'oction Cum:nt Suoolv Mo&:l IDIP & Eamin1>< Growth\ 

Arilhmotic 
G.oomotric 
Arithmetic 
Gromotric 
Arithmetic 
Oc'OIIletric 

Arithmetic 
Ooom.:trio 
Ooometric 
Goomotrio 
Arithmetic 
Geometric 
Geometric 
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Exhibit JRW-12 

Black Hills Kansas Gas Utility Company, LLC 

Company's Proposed Cost of Capital 

Capitalization Cost 
Capital Source Ratio Rate 
Long-Term Debt 49.66% 4.40% 
Common Equity 50.34% 10.63% 
Total 100.00% 

Weighted 
Cost Rate 

2.19% 
5.35% 
7.54% 
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Panel A 
Black Hills Kansas Gas Utility Company, LLC's Proposed Cost of Equity Capital 

Gas Group Combination Group 

DCF Average Midnoint Average Midnoint 

Value Line 10.3% 10.6% 10.1% 11.9% 
!BES 9.6% 9.So/o 9.7% 10.0% 
Zacks 9.0o/o 9.2o/o 9.8o/o 9.9o/o 

Reuters 9.4o/o 9.8% 9.8o/o 10.2°/o 

Internal hr+ sv 10.0o/o 11.2% 8.4°/o 8.7% 

EmRirical CAPM - 2014 Yield 
Unadjusted 11.2% 11.2o/o 11.1 o/o 11.1% 
Size Adjusted 12.7o/o 12.So/o 12.1% 12.1 o/o 

Em(!irical CAPM - Projected Yield 

Unadjusted 11.3% I 1.3o/o 11.3o/o 11.2% 
Size Adjusted 12.So/o 12.9o/o 12.2o/o 12.2o/o 

Utilitv Risk Premium 

Current Bond Yields 10.5% 
Projected Bond Yields 11.0°/o 

Cost ofEguitv Recommendation 

Cost of Equity Range 9.8°/o --.11.2o/o 

Recommended Point Estimate 10.50% 
Flotation Cost Adjustment 

Flotation Cost Adjustment o.13°1o 

ROE Recommendation 10.63% 

Panel B 
Checks of Reasonableness 

Gas Group Combination Group 

CAPM - 2014 Bond Yield Average MidQoint Average MidQoint 

Unadjusted 10.7% 10.7% 10.6% 105.0% 

Size Adjusted 12.2% 12.3% 11.6% 11.6% 
CAPM ~Projected Bond Yield 

Unadjusted 10.8% 10.9% 10.8% 10.7% 

Size Adjusted 12.3% 12.4% 11.7% 11.8% 

Expected Earnings 

Proxy Group 11.8% 12.5% 9.7% 10.5% 

Non-Utility DCF Average MidQoint 

Value Line 11.9% 13.1% 

!BES 11.6% 12.3% 

Zacks 11.5% 12.1% 

Reuters 116.0% 12.3% 
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Exhibit JRW-13 

Risk i\'leasures for Gas Distribution and Combination Utility Companies 

Company 

AGL Resources Inc. (NYSE-GAS) 
Atmos Ene11?::v Corporation (NYSE-ATO) 
Laclede Groan, Inc. (NYSE-LG) 
Northwest Natural Gas Co. (NYSE-NWN) 
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 
South Jersev Industries, Inc. (NYSE-SJ[) 
Southwest Gas Cornoration fNYSE-SWX) 
WGL Holdings, Inc. (NYSE-WGL) 

Mean 

Company 

Ameren Corooration (NYSE-AEE) 
Avista Coraoration (NYSE-A VA) 
Black Hills Corporation (NYSE-BKH) 
CMS Encrov Coraoration (NYSE-Cl\tlS) 
DTE Encrav Comnanv (NYSE-DTE) 
Duke Encrj'.J'v Corporation (NYSE-DUK) 
Emnire District Electric Co. <NYSE-EDE) 
Enter•• Corn. INYSE-ETR) . 

Exelon Corp. (NYSE-EXL) 
NorthWestern Cornoration (NYSE-NWE) 
Penco Holdings, Inc. (NYSE-POM) 
PG&E Corporation (NYSE-PCG)· 
SCANA Corooration INYSE-SCG) 
Semnra (NYSE-SRE) 
UIL Holdings (NYSE-VIL) 

Mean 

Panel A 
Gas Proxy Group 

S&P Bond 
Rating Beta 

A-IBBB+ 0.80 
A- 0.80 
A+ 0.70 
AA- 0.70 

A 0.80 
A 0.80 
A- 0.85 
A+ 0.75 
A 0.78 

Panel B 
Combination Proxy Group 

S&P Bond 
Rating Beta 

BBB+/BBB 0.75 
A- 0.75 

BBB 0.85 
BBB+IBBB 0.75 
A-IBBB+ 0.75 

BBB+ 0.60 
A- 0.65 

BBB+IBBB 0.70 
BBB+/BBB 0.70 

NR 0.70 
A-IBBB+ 0.70 

BBB/BBB- 0.65 
BBB+ 0.70 
A/A- 0.75 
BBB 0.75 

BBB+ 0.72 
Data Sources. Value lme Investment Survey, AUS Ut1bt1es Report. 

Safety Financial Earnings Stock Price 
Rank Strength Predictability Stability 

I A 85 100 
1 A 90 95 
2 B++ 85 100 
1 A 95 100 
2 B++ 95 95 
2 A 95 95 
3 B++ 75 95 
1 A 85 95 

1.6 A 88 97 

Financial Earnings Stock Price 
Safety Strength Predictability Stability 

2 B++ 90 100 
2 A 70 95 
3 B+ 40 85 
2 B++ 65 100 
2 B++ 95 100 
2 A 75 100 
2 B++ 85 100 
3 B++ 85 100 
3 B++ 70 95 
3 B+ 95 100 
3 B 70 100 
3 B+ 80 100 
2 B++ 100 100 
2 A 95 100 
2 B++ 90 90 

2.4 B++ 80 98 
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The Impact of McKenzie Gas Group DCF Eliminations 

Earnings Growth br+sv 

Company VLine !BES Zacks Reuters' Growth 
AGL Resources 13.2% na 6.2% 8.2% 8.8% 

Black Hills Kansas Gas Utility Com1 10.7% 10.1% 9.8% 10.1% 9.2% 

Laclede Group 11.9% 8.9% 8.2% 8.9% 9.9% 

New Jersey Resources 9.2% I 7.2%/ 7.7% 7.7% 10.2% 

NiSource, Inc. 13.4% 11.6% 10.7% 11.6% 9.8% 

Northwest Natural Gas 8.4% 7.9% 8.1% 7.9% 10.7% 

Piedmont Natural Gas 7.7% 7.4% 7.7% 7.4% 7.6% 

South Jersey Industries 10.1% 9.6% 9.6% na 14.9% 

Southwest Gas Corp. 9.7% I 5.3%/ I 6.5%/ I 5.3%/ 9.8% 

WGL Holdings, Inc. 8.1% 9.6% 10.1% 9.6% 9.3% 

Reported DCF Equity Cost Rates 

Average (b) 10.3% 9.6% 9.0% 9.4% 10.0% 

Actual DCF Equity Cost Rates Average 
Average 10.2% 8.6% 8.5% 8.5% 10.0% 9.2% 

Median 9.9% 8.9% 8.2% 8.2% 9.8% 9.0% 

Source: Exhibit AMM-4, page 3 of3 

(b) Excludes highlighted figures. 
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The Impact of McKenzie Combination Group DCF Eliminations 

Earnings Growth br+sv 
Company VLine IBES Zacks Reuters' Growth 
Ameren Corp. I 6.5%1 9.0% 11.5% 9.0% 8.0% 

Avista Corp. 10.8% 9.3% 9.3% NA 8.2% 

Black Hills Corp. 15.8% I 6.8%1 I 6.8%1 NA I . 7.3% 

CMS Energy Corp. 10.4% 10.1% 9.9% 10.1% 9.8% 

DTE Energy Co. 8.9% 9.1% 10.1% 9.1% 8.0% 

Duke Energy Corp. 8.5% 8.4% 8.3% 8.8% I 7.3% 

Empire District Elec 8.4% 7.4% I 7.4%1 7.4% 7.5% 

Entergy Corp. 3.2% 3.3% NA 4.8% 9.0% 

Exelon Corp. -1.4% -0.7% I 0.0%1 . 1.2% I 7.2% 

NorthWestern Corp. 8.0% 10.5% 9.5% 10.5% 7.6% 

Pepco Holdings 10.8% 11.5% 10.9% 11.5% 8.0% 

PG&E Corp. I 6.7%1 10.8% I 6.8%1 10.7% I 7.4% 

SCANA Corp. 9.3% 8.9% 8.8% 8.9% 9.5% 

Sempra Energy I 7.3%1 9.1% 8.8% 9.1% 8.0% 

UIL Holdings 10.6% 10.4% 11.2% 9.9% 9.0% 

Reported DCF Equity Cost Rates 
Average (b) 10.1% 9.7% 9.8% 9.8% 8.4% 

Actual DCF Equity Cost Rates Average 
Average 8.2% 8.3% 8.5% 8.5% 8.1% 8.3% 

Median 8.5% 9.1% 9.1% 9.1% 8.0% 8.7% 

Source: Exhibit AMM·4, page 3 of 3 

(b) Excludes highlighted figures. 
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McKenzie br+sv Growth Versus Value Line Projected BVPS Growth 

Company 

AGL Resources 

Black Hills Kansas Gas Utility Com 
Laclede Group 
New Jersey Resources 
NiSource, Inc. 
Northwest Natural Gas 
Piedmont Natural Gas 
South Jersey Industries 
Southwest Gas Corp. 
WGL Holdings, Inc. 
Average 
Source: Exhibit AMM-4, page 2 of 3 

Avera 
br+sv 

Growth 

4.6% 

6.0% 
6.0% 
6.5% 
6.9% 
6.3% 
3.8% 
11.3% 
7.0% 
4.7% 
6.3% 

Value Line 
Projected 

BVPS 
Growth 

4.0% 

6.5% 
6.5% 
7.0% 
4.5% 
4.0% 
5.0% 
6.5% 
4.5% 
3.0% 
5.2% 



Docket No. 14-BHCG-502-RTS 
Exhibit JRW-14 

GDP and S&P 500 Growth Rates 
Page I of3 

Growth Rates . . . GDP S&P 500 Price EPS and DPS 
GDP S&P50 OEarning Dividends 

1960 543.3 58.11 3.10 1.98 
1961 563.3 71.55 3.37 2.04 
1962 605.1 63.10 3.67 2.15 
1963 638.6 75.02 4.13 2.35 
1964 685.8 84.75 4.76 2.58 
1965 743.7 92.43 5.30 2.83 
1966 815.0 80.33 5.41 2.88 
1967 861.7 96.47 5.46 2.98 
1968 942.5 103.86 5.72 3.04 
1969 1019.9 92.06 6.10 3.24 
1970 1075.9 92.15 5.51 3.19 
1971 1167.8 102.09 5.57 3.16 
1972 1282.4 118.05 6.17 3.19 
1973 1428.5 97.55 7.96 3.61 
1974 1548.8 68.56 9.35 3.72 
1975 1688.9 90.19 7.71 3.73 
1976 1877.6 107.46 9.75 4.22 
1977 2086.0 95.10 10.87 4.86 
1978 2356.6 96.11 11.64 5.18 
1979 2632.1 107.94 14.55 5.97 
1980 2862.5 135.76 14.99 6.44 
1981 3210.9 122.55 15.18 6.83 
1982 3345.0 140.64 13.82 6.93 
1983 3638.I 164.93 13.29 7.12 
1984 4040.7 167.24 16.84 7.83 
1985 4346.7 211.28 15.68 8.20 
1986 4590.I 242.17 14.43 8.19 
1987 4870.2 247.08 16.04 9.17 
1988 5252.6 277.72 24.12 10.22 
1989 5657.7 353.40 24.32 11. 73 
1990 5979.6 330.22 22.65 12.35 
1991 6174.0 417.09 19.30 12.97 
1992 6539.3 435.71 20.87 12.64 
1993 6878.7 466.45 26.90 12.69 
1994 7308.7 459.27 31.75 13.36 
1995 7664.0 615.93 37.70 14.17 
1996 8100.2 740.74 40.63 14.89 
1997 8608.5 970.43 44.09 15.52 
1998 9089.I 1229.23 44.27 16.20 
1999 9665.7 1469.25 51.68 16.71 
2000 10289.7 1320.28 56.13 16.27 
2001 10625.3 1148.09 38.85 15.74 
2002 10980.2 879.82 46.04 16.08 
2003 11512.2 1111.91 54.69 17.88 
2004 12277.0 1211.92 67.68 19.41 
2005 13095.4 1248.29 76.45 22.38 
2006 13857.9 1418.30 87.72 25.05 
2007 14480.3 1468.36 82.54 27.73 
2008 14720.3 903.25 65.39 28.05 
2009 14417.9 1115.10 59.65 22.31 
2010 14958.3 1257.64 83.66 23.12 
2011 15533.8 1257.60 97.05 26.02 Average 

2012 16244.6 1426.19 102.47 30.44 
2013 16803.0 1848.36 107.45 36.28 

Growth Rates 6.69 6.75 6.92 5.64 6.50 
Data Sources: GDPA -http://research.stlouisfed.org/fred2/series/GDPA/downloaddat 
S&P 500, EPS and DPS - http://pages.stem.nyu.edu/-adamodar/ 
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Lon~-Term Growth of GDP. S&P 500. S&P 500 EPS. and S&P 500 DPS 

--GDP - - - S&P 500 EPS - • S&P 500 DPS - S&P 50'9 I 

GDP S&P 500 S&P 500 EPS S&P 500 DPS 
Growth Rates 6.69% 6.75% 6.92% 5.64% 



Panel A 
Historic GDP Growth Rates 

10-Year Average 3.9% 
20-Year Average 4.6% 
30-Year Average 5.2% 
40-Year Average 6.4% 
50-Year Average 6.8% 
Calculated from Page I ofExhibit JRW-14 

Panel B 
Projected GDP Growth Rates 

Congressional Budget Office 
Survey of Financial Forecasters 
Energy Information Administration 

Time Frame 
2014-2024 
Ten Year 
2011-2040 

Sources: 
http://www.cbo.gov/topics/budgeVbudget-and-economic-outlook 
http://www.eia.gov/forecasts/aeo/tables ref.elm Table 20 

Projected 
Nominal GDP 
Growth Rate 

4.8% 
4.9% 
4.5% 
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http: //www. phi lad el phial ed. org/ research-and-data/real-time-center/survey-of-prof essiona l-forecasters/2014/survg 114. cf m 
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